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The Report in Brief

The thrust of this Report is to achieve a balanced tax
structure for State and local government in New Jersey.
The key recommendations are to cut the local property
tax by approximately 40%; and to follow the policy
that henceforth New Jersey State and local governments
will raise not more than one-third of their combined
tax revenues from property taxes.

New Jersey’s present tax structure is inelastic and
regressive. By 1980, if the present system is not
changed, State and local governments would have to
resort to new taxes or rate increases totaling $1 billion
to $1.8 billion a year to close recurrent revenue gaps.

The effective rate of tax incidence of the present
total State-local tax structure is 19.1 percent for fami-
lies with under $3,000 a year in income. For those
with over $25,000 a year, the effective rate of the total
structure is 5.4 percent.

The property tax is the chief cause of the major de-
fects in the structure. The tax is by all measures either
the highest or near-highest in the nation. It is harshly
regressive,

The Committee recommends the following measures
to reduce property taxes by an estimated $863 million
a year:

Amount of Reduction

State financing of local

school costs ... .. $607.9 million (net)
A $100 million municipal aid

Program ... 75.0 million (net)
State assumption of welfare

COSES  ooiiieiiiieciee e, 75.0 million

Senior citizens property tax relief ~ 37.8 million

Abolition of veterans’ property
tax deduction .....................

State assumption of county

22.3 million

judicial costs ... ... 30.0 million
State payments to municipalities

for state-owned property........ 13.5 million
State assumption of county

tax board costs .................... 1.5 million

To insure against future escalation of local property
taxes, the Report recommends that local tax rates be

limited by law to not exceeding: $.50 per hundred for
county taxes, exclusive of debt service; $1.50 per hun-
dred for municipal purposes taxes, exclusive of debt
service and reserve for uncollected taxes; and zero for
local school taxes, except for debt service and specially
voted taxes for amounts over the standard state-funded
program. These are ceilings to reduce the high present
tax rates; most local units will be able to live well below
the ceiling rates because of the massive property tax
relief program recommended by the Committee,

State funding of substantially the full costs of the
public schools is one of the main vehicles for property
tax reduction. The other is a new municipal block grant
system to take care of the “municipal overburden” or
high cost or providing municipal services in an urban-
ized society. The State would provide sufficient funds
for a thorough, efficient standard of education in each
local school district. Districts now spending above the
standards would be allowed to continue. Local refer-
endum approval would be required for those seeking
to increase spending above State support levels (unless
the district falls within the exception). A statewide prop-
erty tax levied at a rate of $1.00 per hundred of
équalized valuation would be used to provide $553 mil-
lion (as of 1972) of the funds needed. The remainder
of $852.9 million required would be obtained from
non-property taxes, including $245 million of existing
State Aid money.

The following steps would be taken to provide
$926.1 million in non-property tax revenues:

A personal income tax at one-half

New York rates ... $550.0 miltion
Elimination of some sales tax
exemptions ... 237.6 million

Increase corporation tax ... ........... .. 90.0 million

Increase business personal property

tax rate ... 27.5 million

Cigarette tax increase ..................... 30.0 million
Beer and wine tax increases .............. 10.6 million
Tax on non-commercial banks ... 2.0 million
Abolition of retail gross receipts,

unincorporated business tax ... —21.6 million
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Large cities and urban centers should be allowed to
adopt site value taxation by local referendum. Land
would be assessed at full value, improvements at 50
percent of value.

The Farmland Assessment Act should be tightened
to prevent misuse.

The senior citizens’ property tax relief program
should be expanded and revised to vary assistance ac-
cording to income and local tax rates. Elderly tenants
should also be provided assistance.

Administration of the property tax should be re-
formed to eliminate unfair disparities in assessments.

A New Jersey Municipal Credit Corporation should
be created to lower local bond interest rates by oper-
ating a municipal bond bank, a loan guaranty fund and
a debt management advisory service.

Administration of the tax laws should be reformed
to make appeals and other procedures less expensive
and burdensome for taxpayers.

The committee’s recommendations would reform and restructure the State and local
tax system of New Jersey to achieve these great benefits:

e Provide massive relief to the property taxpayers of the State.

o Shift the tax burden from property to non-property tax sources.

¢ Close the projected State revenue gap, and avoid recurring State fiscal crises.

¢ Eliminate the gross inequities of the present tax system by redistributing the
tax burden according to ability to pay.

¢ Eliminate the inequities of present tax exemptions which make some tax-
payers carry a burden that belongs to others.

¢ Humanize the tax system with a new plan for tax relief for senior citizens,

including renters.

e Modernize the financial support of the public schools, to guarantee every
child in the State an equal educational start in life.

¢ Establish permanently fixed ceilings on local tax rates, to guarantee every
homeowner that property taxes will be held down in the future as well as

the present.

¢ Provide a fair and equitable tax system, fitted to the needs of effective and
efficient State and local governments.

® Provide a balanced tax structure which will generate revenues to match the
cost of government, from economic growth rather than from continual new

taxes and increases in tax rates,
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NEW ]ERSEY TAX POLICY COMMITTEE
Reporl: Part IIT

Service Levels and State Aids

Synopsis of Part IIT

This is the third of five parts and a summary volume
which make up the Committee’s Report. It includes
some of the major recommendations designed to shift
the burden of state and local taxation in New Jersey

_from property to non-property tax resources.

Organization and Functions. The ideal level of gov-
ernment for the delivery of municipal services has been
of deep concern to the Committee. After a complete
review of the existing research results, a substantial
effort by the Committee staff to develop new informa-
tion, and a survey of the practice in all of the fifty states,
the Committee concludes that there is insufficient knowl-
edge available to justify any mandate of a particular
area or level of government for the administration and
delivery of the various major services of local govern-
ment. The Report observes:

“The burden of proof seems to have been placed
upon those who would propose change, but much
may be said to place it upon those who would main-
tain the status-quo. It obviously is not change that
has gotten us into trouble.”

Transfer of Functions. There are three functional
areas in which the state now has a substantial adminis-
trative responsibility, that is, the judicial system, the

welfare system and the county tax assessment system.
In each of these three areas, there is a strong case for
matching state financial responsibility with state func-
tional responsibility. This would result in a logical and
desirable reduction of the property tax burden, and
also accomplish a coordination of planning, program-
ming and budgeting responsibilities.

The Committee recommends:

A transfer of financial responsibility to the state
for (1) all costs of municipal and county welfare
services, (2) the costs of judicial services now borme
by the county budgets, and (3) the costs of opera-
tion of the county boards of taxation. These transfers
will relieve the property tax, at 1971 levels, of the
following estimated burdens:

Welfare—$75.4 million

Judicial costs—$30.0 million

County tax boards—$1.4 million

Regionalization. Regionalization of services promises
progress in a sense different from tax policy, for in the
tax field, our “progress” often consists only of doing
what we should have done many, many years ago. In
the voluntary transfer of functions by agreement of
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local governments, either to a regional agency of their
own creation or to a different governmental unit, there
exists the possibility of innovation that is desperately
needed.

The Committee recommends:

In view of findings of the Commission on County

and Municipal Government, the state should adopt a

program of state-financed feasibility studies of region-

alization or consolidation of particular functions,
where such a study is formally requested by at least
one municipal chief executive. For those proposals
which are found feasible, the program should also
provide a form of financial incentive, such as transi-
tional state payments to ofiset temporary financial
disadvantage to one of the municipal participants,
or a subsidy of administrative costs for an initial
period of years, as in A2450, in the 1971 Legislature;

The proposed County Optional Charter Law
should be enacted; and

The County and Municipal Government Study

Commission should be made a permanent state

agency.

State Aids Generally. The major categories of state
aid to local government, other than for schools, cover
health, roads and urban aid. The Committee concludes
that the present program which encourages regionaliza-
tion of health services is satisfactory in its present form,
with planned improvements in the formula for appor-
tionment of aid. Road aids are found to suffer from a
number of serious defects and inequalities.

The Committee recommends:
A complete revision of the three present state

road aid programs, so that the distributions will be

based largely on the 1967 program legislation. Two
of the recommendations are directed toward in-
creasing efficiency and economy in highway construc-
tion and maintenance, by greater emphasis on the
use of the aid system to assure compliance with a
highway master plan, more emphasis on environ-
mental and other non-transportation factors, and
greater service by the Department of Transportation
to counties and municipalities in the preparation and
publication of standards of design, construction,
maintenance and costs for road work.

A Proposed Block Gramt System. One of the key
recommendations of this part is a new system of block
grants to municipalities intended to provide all munici-
palities with the equivalent of a property tax base equal
to the statewide average property tax base per capita,
for the support of municipal functions. This would
substitute a $100 million grant program for the present
$25 million program of urban aid. The proposed block

grant is intended to cope with the problem of municipal -

“overburden”, and is deemed a package together with
the new proposed system of state funding of the costs
of education.

The Committee recommends:

The block grant would replace the present urban
aid program, and weuld be controlled as follows:

(i) the first year’s distribution is mandated for
property tax reduction;

(i) no municipality may receive more than
50% of its previous year’s tax levy for municipal
purposes plus urban and or block grant aid, or
both, received; and

(iii) the expenditure of grant moneys shall be
subject to a performance post-audit by state man-
agement examiners, with appropriate sanctions for
impreper use of funds.

State Funding of School Costs. This part of the Re-
port presents recommendations of far reaching con-
sequence, and of major importance in the restructuring
of the state-local finance system in New Jersey. Its basic
strategy is equality of educational opportunity for every
school pupil in the state. Its tactics are to establish high
quality standards, to guarantee state funding of financial
support needed to implement those standards, and to
provide for a continuing performance audit of the
effectiveness of educational expenditures.

The Committee concludes:

Equality of educational opportunity under the
State and Federal Constitutions, as presently inter-
preted by the Courts involves two separate issues:
First, the equality of property tax burden to provide
financial support for the state responsibility in edu-
cation—now required by the weight of authority of
those Courts which have passed on the issue. Sec-

ond, such equality of educational opportunity as may

be implied in equal expenditures per pupil—this has
not yet been recognized by the Courts as a constitu-
tional requirement, so long as the funds provided by
the state support a “thorough and efficient” educa-
tion. The constitutionality of permitting any expendi-
tures above that level in the discretion of the local
school board has not yet been determined.

The Committee recommends:

A program of full state funding of the current
operating expenses of a uniform high quality stand-
ard of elementary and secondary education; with
provision for some local leeway, with state equaliza-
tion aid, for a local district to spend more per pupil
than the state supported program subject to approval
by the voters at a local referendum; and provision
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to guarantee that every child shall have an equal edu-
cational opportunity under a public school system
which remains under local control and management.

The Committee further recommends:
Full funding shall be provided from a combination
of sources consisting of state non-property taxes and

a statewide uniform local property tax for schools

at an effective tax rate of $1.00 per hundred of full

valuation, the latter to replace existing school taxes
to finance the state standard quality educational pro-
gram,

Cost of the Program. A first year’s cost estimate
(page 49 of the Report) shows that the new program
would support a net total current expense of $1.4 billion
for the school year 1971-72. This program would be
funded with $552.9 million from the property tax,
$245 million already being provided by the state to
fund the present state aid formula in fiscal 1971-1972,
and new non-property taxes to be raised by the state in
the amount of $607.9 million.

In brief, the recommended program would cut the
average school property tax by one-half, and would

equalize educational opportunity for all school pupils
in the state. It would apply the State’s resources to
permit and encourage presently under-funded and
inadequate local educational programs, in the core
cities and in poor school districts, to be brought up
to a quality level without burdening local taxpayers
at all.

As compared with the present policy of ultimately
financing 40% of the total expenditures of the school
districts (including current, capital, and pension fund
costs) from non-property taxes at the state level, the
recommended program will provide 65% from non-
property taxes. This will assure part of the massive
relief of the real estate tax which is a goal of the total
program recommended by the Committee.

The Committee’s basic recommendations concerning
educational financing while hopefully complying with
constitutional requirements, were arrived at prior to,
and independent of, all of the recent judicial decisions
in this country. They represent the Committee’s own
judgment concerning sound educational policy regard-
less of constitutional requirements.



